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HARRIS COUNTY, TEXAS
COMMISSIONERS COURT 1001 Preston, Suite 938  Houston, Texas 77002-1817  (713) 755-5113

Ed Emmett El Franco Lee Sylvia R. Garcia Steve Radack Jerry Eversole
County Judge Commissioner, Precinct 1 Commissioner, Precinct 2 Commissioner, Precinct 3 Commissioner, Precinct 4

Budget Letter & Summary

March 2, 2007

To: County Judge Emmett, and
Commissioners Lee, Garcia,
Radack and Eversole

Re. FY 2007-08 Budgets

Enclosed are schedules and materials for the FY 2007-08 budgets which will be effective
for the period of March 1, 2007 through February 29, 2008.

The county's general fund expenditures for the year ending February 28, 2007 are
projected to be $1,119,492,511, an increase of 8.7% compared to the previous year's
expenditures of $1,029,598,182.

The available cash balance in the general fund at February 28 is projected at $205.4
million with $38.1 million encumbered and $167.3 million of expenditures, or 14.94%,
unreserved. The Auditor's Office will provide final adjustments at a later date for cash
and modified accrual fund balances.

The estimate by the Auditor of available resources for FY 2007-08, including the above
balance, is $1,286,985,451, which is 3.6% more than the previous year's adjusted estimate
of $1,242,690,995, and 3.4% less than the estimated actual for FY 2006-07 of
$1,332,808,940.
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The following table shows the general fund resources by category based on the Auditor's
revenue estimates.

General Fund
($ millions)

FY 2006-07
Adjusted
Estimate

FY 2006-07
Estimate
Actual

FY 2007-08
Revenue
Estimate

Beginning Cash $ 184.7 $ 199.2 $ 205.4
Taxes 735.4 763.6 771.3
Intergovernmental 31.1 34.4 31.3
Service Charges 193.0 228.2 184.9
Fines/Forfeitures 23.5 22.5 23.7
Reimbursements/Refunds 23.4 23.7 22.7
Rentals/Concessions 3.9 4.6 4.6
Miscellaneous 9.8 9.7 6.3
Interest 7.0 11.7 8.5
Transfers 30.9 35.4 28.4
Revenues & Transfers $ 1,058.0 $ 1,133.8 $ 1,081.7

Total Resources $ 1,242.7 $ 1,333.0 $ 1,287.1

Flood Control

The revenue estimate for the Flood Control operations and maintenance fund for FY
2007-08 is $144.3 million, an increase of $5.2 million compared to last year's estimated
actual.

Debt Service

Funds will be available for debt service expenditures for the fiscal year in the amount of
$140.4 million for the county, $168.6 million for the Toll Road Authority, $41.3 million
for Flood Control, and $33.1 million for the Port of Houston.

Departments and Policy Issues

The tables that follow show budget amounts for departments. Adjustments have been
made as necessary to accommodate decisions of the court and to balance against the
Auditor’s revenue estimate. A list of policy issues follows the budget materials.

#
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Budget Summary

Budget Calendar

The county’s budget preparation for FY 2007-08 began on November 6, 2006 when departments received
budget request forms and budget target amounts. Departments received revenue estimation forms
November 1, which were required to be returned to the Auditor’s Office November 30, 2006. Officials
were asked to review their responsibilities and to project financial requirements. They were required to
return completed budget forms by December 18, 2006.

Preliminary hearings were held with department heads through the Budget Review Committee January
10-12 regarding plans and objectives for the fiscal year. Commissioners Court considered the budget and
its policy issues at a public meeting on February 20. A public hearing was held and the budget was
adopted on March 6. The approved budget covers the period of March 1, 2007 through February 29,
2008.

The chart that follows provides an outline of the steps that were taken to prepare and adopt the budget.

FY 2007-08 BUDGET PROCESS

The county’s budgetary process involves comprehensive analyses of the functions of the government. By
state law, the budget is keyed to the Auditor’s estimate of revenue. Amounts budgeted in a fiscal year for
expenditures from the various funds of the county may not exceed the balances in those funds as of the
first day of the fiscal year plus the anticipated revenue for the year as estimated by the Auditor. The
budget must be considered and adopted before the end of the first month of the fiscal year.
Accountability is then required for operations to remain within available resources.

County funds are maintained in the accounting system on a cash basis during the fiscal year to conform
with the budget process, and are reported annually on the modified accrual basis of accounting.
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Budget Process

For FY 2007-08 each department received a target figure to budget against and that total figure was
adjusted with approval of the court in accordance with available resources. Each department head
decided how their budgeted amount was to be divided into line item accounts. Encumbrances were part
of the total budgeted amount.

The goal of the budget planning figure that is given to a department for use in preparation of the annual
budget is to allow that department at least the same resources it had the previous year, including
encumbrances, and, if possible, an amount for inflation, subject to the availability of funds. Once a final
budget is ready for adoption, each department gives the Budget Office its line item allocations for
placement in the Auditor’s financial system.

During the year, the department head decides on the movement of funds between line items. Each
department is encouraged to develop long-range plans and savings for future needs. The goal is for an
amount of unexpended funds to be rebudgeted by the departments for their use.

Each department head is also encouraged to restructure his or her organization when necessary in order to
control costs and meet their objectives. Salary and position changes can be requested through
Commissioners Court, subject to appropriate justification as to the department’s goals and availability of
funds within the department’s budget.

Revenue projections by the departments are provided to the Auditor for assistance in preparing the annual
estimate of revenues.

The budget calendar allows the budget to be adopted at a regular court meeting at the beginning of each
new fiscal year. This year the approval date was March 6, 2007.

Revenue and Expenditures

The total of available resources for all funds for FY 2007-08 is $4,197,554,317. The comparative
schedule for FY 2002-03 - FY 2007-08 on page 5 shows the division of these funds over the six-year
period. The table and chart on page 6 show the breakdown as to the source of each dollar of the funds
and where each dollar is going.

The general fund at $1.29 billion is the largest of the funds and accounts for revenues and expenditures
for the general operations of the county. The allocation of the general operating budget is shown in the
table and chart on page 7.
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The chart that follows shows a comparison of general operating budget totals for available resources,
revenues, and expenditures during the period of FY 2002-03 - FY 2006-07. Total resources averaged
$1.21 billion per year, with an average for beginning cash of $217 million and annual revenues of $993.5
million. Expenditures averaged $989.4 million per year during the period, or 99.6% of revenues and
81.7% of available resources.

The table and chart that follow on page 9 show a comparison of the components of general operating
budget expenditures for the FY 2002-03 - FY 2006-07 period and the FY 2007-08 forecast.
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Taxes

The main revenue source for the general operating budget is taxes. The average for the six years in the
table on page 7 is 66.9% of total revenues. For all resources for all funds, the total, as shown in the chart
on page 6, is 37¢ for each dollar.

The taxes category for the general fund for the new fiscal year includes $769 million in property taxes and
$2.25 million in occupational taxes. Property taxes include current taxes, delinquent taxes, and interest
and penalties. The budget is based on a tax rate of $.34221 per $100 valuation for county maintenance
and operations.

The Tax Assessor-Collector collects the property tax in accordance with the Texas Property Code. He
also collects one-fourth of the occupational tax imposed by the state on coin-operated vending machines
in the county.

Another tax collected is the hotel occupancy tax, which goes into a special revenue fund. That tax is
imposed on a person who pays for use of a hotel or motel room. The county levy is 2% of the room price
paid within a municipality and 7% for a room outside of a municipality. A table showing revenues and
expenditures for this fund is on page 17.

Regarding the property tax, values are set by the Harris County Appraisal District. Commissioners Court
sets the tax rates for the county, flood control, Port, and Hospital District each October after receipt of an
updated tax roll. The total 2006 tax rate for all entities was $.63998, which was the same as in 2001,
2002, 2003, 2004, and 2005. Previously, the rate of $.64173 was set each year between 1996 and 2000.

The table and chart on pages 11 and 12 show the taxable values that occurred in Harris County for the
period of 1985-2006 and projections for the future. The chart illustrates the economic decline that
occurred in the late 1980’s. There was a drop of over $12 billion in taxable values from a peak in 1985 to
the low point that occurred in 1989. The county had steady growth in the 1990’s and the Appraisal
District has projected continued growth in the tax base through 2010. Revised projections for 2007
through 2011 will be provided to the county in August 2007.

Commissioners Court has authorized an exemption from ad valorem taxation of $5,000 or 20% of the
appraised value of a residential homestead, whichever is greater. The county allows an additional amount
of exemption for persons 65 and older or the disabled of $156,240. The following table shows a
breakdown of the county’s tax roll for the 2006 tax year and projected for 2007.

Harris County Tax Roll
Tax Year 2006 and Projected for 2007

2007
Category ($ Billions) 2006 % (Projected) %

Residential $ 99.73 43.9 $107.17 43.8
Apartments 14.27 6.3 15.90 6.5
Commercial 46.26 20.3 51.56 21.1
Vacant land 7.76 3.4 7.90 3.2
Industrial 16.33 7.2 16.54 6.8
Utility 4.63 2.0 4.35 1.8
Commercial personal 20.61 9.1 21.50 8.8
Industrial personal 17.08 7.5 18.74 7.7
Other property 0.69 0.3 0.63 0.3

Totals $227.36 100.0 $244.29 100.0
Source: Harris County

Appraisal District
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Harris County Appraised and Taxable Values

1985-2006 and Projected for 2007-2011

($ Billions)

Appraised Taxable

Year Value Value

1985 132.6 117.2

1986 130.9 115.6

1987 121.7 107.4

1988 118.3 107.1

1989 116.7 104.9

1990 119.9 107.7

1991 125.8 111.9

1992 126.9 111.4

1993 129.5 112.3

1994 131.2 113.4

1995 134.7 116.5

1996 138.3 120.1

1997 142.9 124.3

1998 152.0 130.4

1999 163.3 141.0

2000 179.6 154.1

2001 198.2 167.7

2002 207.7 176.2

2003 218.6 185.2

2004 227.6 194.3

2005 267.4 206.3

2006 275.8 227.4

2007 296.3 244.3

2008 307.1 253.2

2009 315.3 260.0

2010 323.0 266.3

2011 330.5 272.5
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State and Intergovernmental Revenues

State revenues for the general fund are estimated at $22.1 million for FY 2007-08 compared to $24.2
million that was collected last year. The estimate for state revenues includes a percentage of the state
mixed beverage tax collected by the county, $12.5 million; a portion of the fee assessed by the state for
hazardous waste management, $600,000; a portion of civil case filing fees returned by the state,
$900,000; a commission from the state for bingo tax receipts, $516,000; state reimbursement for nutrition
service for children in institutions, $1.1 million; indigent defense, $1.3 million; and various other
reimbursements, $5.2 million.

Other intergovernmental revenues as projected should remain constant at $9 million this fiscal year.
Receipts included in this portion of general fund revenues are payments from the U.S. Marshal’s Service
for housing of federal inmates, reimbursement from the Greater Harris County 911 Emergency Network
for positions and space provided by the county, payments from school districts for law enforcement
services, and payments received for federal land entitlements.

The major reduction in intergovernmental revenues are for funds previously received as reimbursement
from the U.S. Department of Justice for holding prisoners under the State Criminal Alien Assistance
Program. The Sheriff's Department will continue to seek federal funding for the criminal alien program
in the new fiscal year.

Fees and Service Charges

Fees and service charges are collected by various officials throughout county government. These funds
are the largest source of revenue for the county operating budget other than taxes. They are expected to
bring in $184.9 million this fiscal year, which is approximately $7.9 million less than last year, and as
shown in the table on page 7, is $25.7 million, or 16% more than was collected five years ago.

The largest item of fees is collected through the Tax Assessor-Collector for tax collection services for
various entities in the county, motor vehicle certificates and registration renewals, boat sales, and vehicle
emission certificates. The second largest item is from the road and bridge fee, $31 million, which comes
from an additional $10 fee for each vehicle registration. That amount is divided equally among the four
commissioners’ precincts for road and bridge maintenance. Other items include filing fees collected by
the County Clerk for property records, probate and county court cases, marriage licenses, and other
records, motor vehicle sales tax fees retained by the Tax Assessor-Collector, fees by constables for
subpoenas, writs, and citations, fees for copies of documents by the District Clerk, justices of the peace
charges for court services and copies of writs and orders, charges for additional peace officers for
subdivision patrol by service contracts, a courthouse security fee collected on filings of civil cases and
criminal convictions, building permits and other permit fees through the Engineering Division, and
various other fees for services by departments.

By court policy, each department involved with a fee or service charge is to continually monitor the
extent of their cost recovery and improvements in services for the benefit of the public.

Other Revenues

Other revenues for the general fund include criminal and other fines, bail bond forfeitures, rentals of
county facilities and parks concessions, reimbursements and refunds from entities and programs for
county services and cost recovery charges, interest earnings on county funds, and miscellaneous items
such as receipts from contracts for public and inmate pay phones and long distance services, judgments
favorable to the county, cancelled checks, vending machines, and sale of surplus property and materials.
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Funds

Financial policies adopted by Commissioners Court as part of the annual budget process call for balanced
operations with expenditures controlled so as not to exceed current revenues. The court in FY 1997-98
increased the minimum unencumbered balance requirement at year's end for the general operating fund
from 8.3% of expenditures to 10%, and in FY 1998-99 the court increased the target figure to 15%.

The table that follows on page 16 shows comparative fund balances for the county’s general fund on a
cash or budget basis and the modified accrual accounting basis for the fiscal years 2002-03 through 2006-
07.

Debt service funds are provided through property taxes and revenues associated with a bond project, such
as from a parking or toll fee. Funded projects include building improvements, parks, jails, a psychiatric
hospital, commercial paper issuance, and roads. Debt service funds for the county, excluding the Toll
Road Authority and the Flood Control District, as shown on page 5, make up $348.9 million, or 8.3% of
total resources for FY 2007-08. Schedules showing debt service payments are on pages 25 and 751.

Special revenue, trust, and enterprise funds in the total amount of $290.7 million include law library,
appellate judicial, jail sanctions, storm water management, San Jacinto wetlands, state pollution control
project, elections, alternative dispute resolution, seized assets, state law enforcement training, the
county’s subscriber access program, and parking facilities.

The amount for the hotel occupancy revenue fund is $29.6 million. A table showing the status of the fund
is on page 17. Tables showing expenditures and budgets for all special funds are shown on pages 36-43
and 699-721.

Internal service funds are provided through the departments for workers compensation, vehicle
maintenance, storeroom supply, radio operations, health insurance, inmate industries, and risk
management services.

Capital project funds for the county total $646.7 million and include bond funds for building and road
projects and commercial paper funds for road, parks, and library bond projects that were authorized by the
voters in 1997, 1999, and 2001. The commercial paper will be repaid by issuance of refunding bonds.

The capital projects and debt issuance schedules will be reviewed by the court at the annual capital
improvements meeting June 19 and again at the Mid Year Review meeting September 25.

Grant funds total $149.1 million, including projects of the U.S. Department of Housing and Urban
Development, public health programs, and criminal justice projects for law enforcement agencies and the
courts.

Another portion of county funds is $877.9 million for the toll road system for revenue collection, debt
service, office buildings, and operations and maintenance. Debt service this fiscal year totals $168.6
million and will be covered by revenues earned by the toll road system. Tables showing toll road
expenditures and budget are on pages 38, 65, and 719-721.

The Flood Control District has funds in the total amount of $567.6 million for FY 2007-08, including
$144.3 million for operations and maintenance, $58.9 million for debt service, and $364.5 million for
capital projects.
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Approximately 98% of the district’s operations and maintenance revenues come from property tax funds
and the balance comes from property rentals, interest earnings, and miscellaneous items such as the sale
of surplus property or copies of documents. Debt service funds come from property taxes and interest
earnings. Capital projects funds are provided by commercial paper issuance through the county and
impact fees paid to the district for channel improvements or detention facilities in connection with
subdivision developments.

Tables showing flood control expenditures and budget are on pages 37, 63, and 709-710. The table below
shows comparative fund balances for the Flood Control District’s operations and maintenance fund on a
cash or budget basis and the modified accrual accounting basis for the fiscal years 2002-03 through 2006-
07.
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Organization and Services

The reorganization plan approved by Commissioners Court for FY 1998-99 continues to evolve as
department directors seek to provide efficient services at the lowest cost over time. The reorganization
plan reduced the number of departments reporting to the governing body and required more collaboration
between directors. Additional changes can be expected in the future. The current organization chart is
shown on page 19. The table on page 20 shows budget and expenditure amounts for the departments by
functional areas along with the number of regular, full-time positions authorized for each. The position
listing in the table shows a comparison of regular positions authorized at the beginning of FY 2006-07
with the number authorized at the beginning of FY 2007-08. A table showing the number of regular, full-
time budgeted positions for the period of FY 1998-99 - FY 2006-07 begins on page 738.

Policy Directions

The policy directions given by the court, which are shown on pages 44-52, address major priorities and
plans to improve management, human resources, and delivery of services, and to develop more effective
use of technology.

A continuing goal for each new budget is to strengthen the county's financial structure in preparation for
the future. The court, in adopting policies for FY 2007-08, stated that for financial operations
expenditures are to be budgeted and controlled so they will not exceed current revenues and that balanced
financial operations will be maintained. Department heads and business managers are to keep
expenditures within allocated budget amounts. Target figures provided to the departments and amounts
appropriated normally allow officials to pursue their top priorities for the fiscal period. The minimum
undesignated fund balance for the general fund and other operating funds should be no less than 15% of
fiscal year expenditures.

Ad valorem tax requirements for operations and debt service are to be analyzed for Mid-Year Review in
conjunction with projections of taxable values by the Appraisal District. Conservative estimates are to be
used.

During the fiscal year, full disclosure and open lines of communications are to be maintained with rating
agencies. A continuing goal of the court is to retain the county’s stable AA+ debt rating. Decisions on
financial matters are to consider this goal.

The table on page 16 shows the comparative general fund balances for FY 2002-03 through FY 2006-07.
The projection for FY 2007-08 is for the general fund to end the year at no less than 15% of expenditures.
A five-year plan for revenues and expenditures will be available at the Mid-Year Review in September
after receipt of an update of taxable value projections from the Appraisal District. The projections will
include all four entities for which the court sets tax rates: Harris County, Harris County Flood Control
District, Port of Houston Authority, and the Harris County Hospital District.
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Capital Improvements

Commissioners Court considers its capital improvements program during the annual budget process each
February and at a capital improvements review meeting each June, and again at the Mid-Year Review
meeting each September. Adjustments are made as necessary as part of an evolutionary process.
Financially, the county has built into the process more flexibility than in the past, with a mixture of pay-
as-you-go funding and short-term commercial paper issuance along with traditional bonded debt.

The court will consider its capital improvements program on June 19. For the county, the court will
consider the elements of its master plan for the downtown courthouse complex, parks, libraries, roads,
flood control, and courthouse annex facilities. Decisions on these subjects will be converted to a financial
timetable for continued development of the projects.

Major building projects have included a new Civil Courthouse, a plaza area and jury assembly facility,
tunnel connections, conversion of the existing Criminal Courts Building for use by Juvenile Probation and
the district juvenile courts, additions for juvenile and adult detention, renovations of the old Civil Courts
Building, razing of the District Attorney's Building, and a possible new Family Law Center.

An important aspect of the county's capital improvements program is the impact of projects on the
operating budget. The court has instructed that provisions must be made in financial plans for an
assessment of requirements for maintenance and operation of facilities including necessary personnel,
contract services, equipment, and supplies.

Another subject for consideration on June 19 will be the schedule for expansion of facilities for the Port
of Houston Authority in accordance with its master plan. The Port Commission will be asking for
authorization for bond funds to be issued to finance new container facilities at the Bayport Terminal
complex. The plan is to provide capacity for growth in container traffic through the Ship Channel.
Voters in November 1999 authorized bonds for construction of Port improvements in the amount of $387
million. The court will also be asked to approve commercial paper issuance for interim financing of
projects. The Port Commission also plans to continue its financing of a cooperative project with the U.S.
government for dredging of the Ship Channel to increase its depth and width.

In other areas of capital improvements, the court will review the status of its bond programs for roads,
parks, and library projects. The court will also review the status and projections of another part of the
county's regional mobility program, the toll road system. Revenues from tolls have been sufficient to pay
for debt service and operations and maintenance for the toll road system, and are expected to be adequate
for the future. No tax for the toll roads has been levied since the system was authorized by voters in
1983, but a pledge of tax support remains as a continuing requirement for the county.

The county's outstanding total tax and revenue debt service at the close of FY 2006-07, including the Port
and Flood Control, but excluding the Toll Road Authority, was $4.5 billion, with $3.97 billion in tax
bonds and $534.8 million in revenue bonds. The total for the Toll Road Authority was $3.77 billion, with
$1.198 billion in tax bonds and $2.57 billion in revenue bonds. As stated previously, toll revenues have
been sufficient to pay all debt service on the toll roads. The toll road debt extends through 2037. The
county’s tax debt extends to 2032, and its revenue debt until 2033.
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The Flood Control District has $5.4 million of bond authorization remaining from the voter-approved
1987 program of $250 million. The district is relying at this time on commercial paper issuance by the
county to finance construction and major flood prevention work. Total general obligation debt for flood
control is $111.9 million through 2032, and $412.3 million for refunded commercial paper debt through
2032.

The court will continue its review of the status of the debt and capital improvement program of the Harris
County Hospital District. The court and the Hospital District board approved a restructuring and partial
refunding of debt for hospital facilities. The district also has issued commercial paper to borrow short-
term funds for certain capital needs and equipment. The county's Office of Financial Services has
assisted the district with these issues.

The tables on pages 23-24 and 750-751 show the amount of bonds that have been authorized by voters but
not issued for all entities as of February 28, 2007, and the amount of outstanding debt and debt service
requirements.

Tax Rates

The table below and tables on pages 746-747 show the breakdown of total tax rates for Harris County, the
Flood Control District, Port of Houston Authority, and the Hospital District. The estimate for current,
non-delinquent collections from the 2006 tax levy was a net yield of $18.6 million for each 1¢ of tax. The
2007 rates will be set by the court in October and will provide funding for each of the four entities. The
Appraisal District will provide the county with an update of taxable values in August, after which the
process of preparing annual tax rate schedules will begin.

Ad Valorem Tax Rates

Entity 2001 2002 2003 2004 2005 2006

Harris County $ .38393 $ .38814 $ .38803 $ .39986 $ .39986 $ .40239
Flood Control .04758 .04174 .04174 .03318 .03322 .03241
Port Authority .01826 .01989 .02000 .01673 .01474 .01302
Hospital District .19021 .19021 .19021 .19021 .19216 .19216

Total $ .63998 $ .63998 $ .63998 $ .63998 $ .63998 $ .63998

The Harris County rate in 2006 of 40.239¢ included 34.221¢ for operations and maintenance and 6.018¢
for debt service.

The Flood Control District rate in 2006 included 2.733¢ for maintenance and operations and .508¢ for
debt service. Tax requirements for the district’s capital improvements through use of commercial paper
funding are provided by the county.

The rate for the Port of Houston is for debt service only. The rate for the Hospital District provides for
maintenance and operations and helps cover the district's debt service requirement which is funded by the
district's operating budget.

The total debt service rate in the 2006 tax year was 7.828¢ for Harris County, the Flood Control District,
and the Port of Houston. The actual requirement for the 2007 tax year will be set in October.
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The Population and the Economy

In preparing for financial requirements for the period through FY 2010-11 for Harris County, the Flood
Control District, the Port of Houston, and the Hospital District, Commissioners Court must consider
projections of population and economic changes in the Houston metropolitan area. The following is a
summary of projected changes and their possible impact on services.

The following table and chart show a breakdown of the county's population by the number of persons
living inside Loop 610, those who live between 610 and the Tollway, and those who reside outside the
Tollway. The table provides actual numbers for 1990 and 2000 and projections for 2010 to 2030. Maps
for reference can be found on pages 60, 66-67, 95-97, and 759.

Harris County Population
% share of total

Year
Inside

Loop 610
Between 610
& Tollway

Outside
Tollway Total

Inside
Loop 610

Between
610 &

Tollway
Outside
Tollway

1990 425,223 1,278,152 1,114,824 2,818,199 15.09 45.35 39.56
2000 463,457 1,493,635 1,450,299 3,407,391 13.60 43.84 42.56
2010 507,989 1,663,961 1,705,345 3,877,295 13.10 42.92 43.98
2020 555,505 1,900,059 2,016,102 4,471,666 12.42 42.49 45.09
2030 576,933 2,046,003 2,237,693 4,860,629 11.87 42.09 46.04

Difference
2000-2030
% change

113,476
24.5

552,368
37.0

787,394
54.3

1,453,238
42.6

Source: Dr. Steven Craig
UH Eco.
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The table and chart indicate continued growth in the county's population, with an increasing percentage of
the total living outside of the Tollway. Each of the three geographic segments shows growth between
2000 and 2030, but at different levels. The forecast shows that by 2030 the population outside the
Tollway will have increased by 787,394, or 54%, compared to the number who lived in that portion of the
county in 2000. The number inside the Loop will be up by 113,476, or 24%, compared to 2000, and those
living between the Loop and the Tollway will be up by 552,368, or 37%. Those persons living outside
the Tollway in 2030 are expected to be 46% of the county's total population compared to 42.6% in 2000,
while those inside the Loop at 11.9% would be 1.7% less than in 2000, and those living between the Loop
and the Tollway will be 42% in 2030 versus 44% in 2000. Growth of apartments and condominiums in
close proximity to downtown Houston has occurred and this trend could alter the percentage of
population in that sector.

Houston's population within Harris County, according to the 2000 census, was approximately 56%. The
projection in 2006 was 54%. This percentage compares to 58% in 1990, 66% in 1980, 71% in 1970, and
75% in 1960. The county's population by the 2000 census was 3.4 million, with 2.4 million living in 34
municipalities, including 1.9 million in Houston, and 1.0 million in unincorporated areas. Projected data
for 2006 showed the number in the unincorporated area to be about 1.3 million.

The county has a total of 1,778 square miles, with 774 square miles incorporated, including 586 in
Houston, and 1,004, or 56% of the total, unincorporated. Harris County is unique among metropolitan
Texas counties in the amount of population in its unincoporated area which require the provision of
additional public services.

Projections by the University of Houston's Center for Public Policy show that growth in the Houston-
Galveston-Brazoria Consolidated Metropolitan Statistical Area, which includes Harris County and seven
contiguous counties, is expected to increase from 4.7 million persons in 2000 to 6.7 million in 2020, with
about 70% of that growth occurring in suburban portions of Harris County and adjacent counties,
Brazoria, Fort Bend, and Montgomery, that are to the south, southwest, northwest, and north of Harris
County.

Studies show that the growth of the Harris County population is fueled mostly by new residents and
immigrants. Ethnically, a multicultural phenomenon has been spreading throughout the area. Hispanics
are the predominant ethnic group inside Loop 610 and between the Loop and the Tollway, and they can
be expected to continue their growth throughout the county. Projections for 2006 show Hispanics at
approximately 38% of the county's population, whites at 37%, African Americans at 19%, Asians at 5%,
and other, 1%.

There is a graying effect occurring, one that will accelerate as the Baby Boom generation ages. The
segment of the population that is aging the most is the white category, a portion of the population that is
not growing at the same rate as the Hispanic and Asian groups. The African-American portion of the
population has been fairly stable, except for an influx of residents displaced by Hurricanes Katrina and
Rita in 2005. Census data indicated the white population, in addition to being older, has a low birth rate
among women of child-bearing age, while Hispanics have a younger population and a higher birth rate.

These population trends of Harris County appear to be true for the Houston-Galveston region, the state of
Texas, and, for the most part, the nation as a whole.



Budget Letter & Summary -28-

The trends in population, with more ethnic minorities and a declining and aging Anglo group, are
occurring within an economy that requires education and skills training for financial advancement. The
industrial resource economy that supported the Houston metropolitan area for most of the 20th century
has ended, according to Dr. Stephen Klineberg, of Rice University, in his annual study, “The Houston
Area Survey”. The Houston area is now competing in a global, knowledge-based economy along with the
rest of America. A concern, according to Dr. Klineberg, is that income gaps have widened in the new
economy and the differences can be traced primarily to access to technical training and higher education.

The Houston area economy has continued to diversify since the 1980's. This diversification has brought
more stability with less dependence on the energy sector and more emphasis on a variety of information-
age services and telecommunications. Employment in Harris County appears to be moving outward from
the county's center, but at a much slower pace than the residential population. New technologies are able
to accommodate this outward trend, allowing employees to work closer to their homes, schools, and
activity centers.

Additional analyses will be provided to the court during the fiscal year concerning the impact of
population growth on county expenditures.

Commissioners Court will consider future projections at the capital improvements session in June and the
Mid-Year Review in September. Plans will be presented that involve public infrastructure, technology,
health and hospital care, social services, children’s services, and law enforcement programs. These plans
are brought together each year to formulate an overall county strategy that helps guide financial decisions
that affect the future of this metropolitan area.

Attachments

 Expenditures and budgets, all funds.
 Policy issues approved by Commissioners Court.
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3/2/07

Policy Issues

The following items are presented for consideration March 6 as part of the proposed FY 2007-08
budget. The items result from hearings January 10-12 and February 20 and are in accordance
with court direction for public hearing and budget adoption on March 6.

1. Financial Policies

a. Expenditures are to be budgeted and controlled so that at the end of the fiscal year the
minimum undesignated fund balance for the general fund and other operating funds will
be no less than 15% of fiscal year expenditures.

b. Full disclosure and open lines of communications will be provided for rating agencies.
A goal is continuation of and a possible upgrade in the county’s AA+ debt rating.
Decisions on financial matters are to consider this goal.

c. Tax anticipation notes for annual cash flow purposes will be issued for the general
operating fund. A recommended order will be presented to the court as an agenda item.

d. Ad valorem tax requirements for operations and debt service are to be analyzed in
conjunction with projections of taxable values by the Appraisal District. A
recommended tax rate schedule will be presented to the court in September. Funding
plans will be considered for Harris County, Harris County Flood Control District, Port
of Houston Authority, and the Harris County Hospital District.

e. The court will consider capital improvement plans and financing requirements at a
review session to be held at 9 a.m. Tuesday, June 19. At that meeting final decisions
will be made for a bond election for capital projects to be held on November 6, 2007.

f. The Mid-Year Review will be held at 9 a.m. Tuesday, September 25.

2. Salaries, Allowances, and Positions

a. Cost of Living It is recommended that the court authorize preparation for a 3% cost of
living salary adjustment for positions effective with the pay period that begins
September 29. The approximate cost to the general fund would be $8.3 million this
fiscal year, FY 2007-08, and $20 million in the subsequent fiscal year, FY 2008-09.
The court approved a 3% COLA last September at an approximate annual cost of $19.2
million.
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b. Allowances It is recommended that allowances for FY 2007-08 be as follows: 48.5¢
per mile reimbursement for use of a personal vehicle on county business, subject to a
maximum of $650 per month; maximum monthly car allowances of $550 for law
enforcement officers, and, subject to court approval, for elected officials and appointed
department heads, and $400 per month for other non-law enforcement personnel.
These amounts will be reviewed and a recommendation regarding any necessary
changes will be given to the court at the Mid-Year Review in September.

The cellular phone allowance of not to exceed $50 per month for authorized staff
should not be changed at this time.

c. Positions Lists of new positions and salary changes and reclassifications have been
prepared for budget adoption. Further changes may be recommended as agenda items
subject to the availability of funds.

The average annual cost of a full-time position in the county is $68,569, including
salary of $49,872 and benefits of $18,697. The total requirement for salaries and
benefits in the general fund, with 12,107 full-time equivalent positions, is $830.1
million, which is about 72% of operating costs.

d. Salary Reviews Recommendations have been prepared and are attached for the next
phase of salary and incentive adjustments for peace officers. Recommended schedules
for salary levels for judges and officials are also attached for consideration.

Other position, salary, and incentive review changes for departments and functions may
be presented for consideration of the court as agenda items at a later date or at Mid-
Year Review.

e. Group Health and Related Benefits A status report by the director of Human
Resources & Risk Management is enclosed for your review and reference. The total
annual cost for employees, retirees, and dependents is projected to be $162.8 million, an
increase of $18 million. The county's portion of the cost will be $127.9 million, or
78.6% of the total.

The county's policy for basic coverage remains unchanged, with 100% of the cost for
the employee and qualified retiree paid by the county plus 50% of the cost for
dependents. A second option allows the employee or retiree to pay a higher premium
for another level of benefits.

Effective March 1, 2007, the medical provider, Aetna Inc., will begin the fourth year of
a five-year agreement.

Staff of the Office of Human Resources & Risk Management are reviewing with the
Auditor and County Attorney new requirements of the Government Accounting
Standards Board to determine appropriate alternatives for financial statements on the
expense of county-paid retiree health care benefits.
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f. Travel and Training An analysis by the Office of Budget Management of travel and
training costs for the period of FY 2002-03 through FY 2006-07 shows the following.

FY
Total
Cost $

In Houston
and Texas
Cost $

% of
Total

Out of Texas
Cost $

% of
Total

2006-07 2,815,362 1,881,898 66.8 933,464 33.2
2005-06 2,913,073 1,946,425 66.8 966,648 33.2
2004-05 2,270,823 1,581,867 69.7 688,956 30.3
2003-04 1,994,850 1,422,036 71.3 572,814 28.7
2002-03 1,776,415 1,092,901 61.5 683,514 38.5

A suggested revision to the county travel and training policy has been placed on the
court’s agenda.

3. Public Infrastructure Recommendations have been prepared for the budget and positions
and related adjustments for the department’s various divisions and offices: PID
Administration, Right of Way, Toll Road Authority, Construction Programs, Flood Control,
Engineering, and Planning & Operations.

a. Facilities & Property Management The court on December 5, 2006 instructed that
FPM be merged into PID effective with the new budget. The proposed budget for FPM
and positions become part of PID when the final budget is adopted. FPM will retain its
same organization number, 299, in the accounting system, and will be shown as another
office in the PID network of services.

FPM offices will remain at their current locations. A list of positions, salaries, and
allocations are attached for approval. Additional changes will be made or
recommended as the PID director and his staff, with the assistance of Management
Services, complete reviews. Certain functions, such as archives, records management,
and security may be assigned to other departments.

b. Financial Support A recommendation has been presented in the attached material for
positions that can assist in providing integrated financial oversight, planning and
support for the varied activities of the Public Infrastructure Department.

c. Capital Projects An updated plan for capital projects from PID, including buildings,
will be presented for the Capital Improvements Program session of court on June 19.
The plan will provide information necessary for the court to prepare for a bond election
for November 6, 2007.

4. Information Technology A recommendation has been provided in the budget for
positions and classification changes requested by the IT director. The Auditor and
Purchasing Agent asked that added support be approved for the financial system. Both said
they believe the current IT staff is insufficient in size for support of their needs.
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A task for Management Services this year is to provide an assessment of staff and related
resources for information systems support in the varied departments and functions of
county government.

5. Public Health A report from the director of Public Health & Environmental Services on
the handling of dangerous dogs is attached for reference. The report provides a
recommendation for additional positions for the Veterinary Public Health Division so that
services can be increased from five days per week to seven. The court has authorized
purchase of property for an expanded Animal Control Shelter on Canino Road. A
construction schedule with estimated cost will be prepared for the court.

The court expressed concern for law enforcement coordination for the expanded animal
control services. Recommendations will be presented regarding the animal control
positions and the role of law enforcement for response to the presence of dangerous dogs
and other animals.

6. Library Services The position of director of the County Library has been advertised
nationwide through the Internet in various professional journals and joblines. The search
committee, composed of a library liaison employee of each court member, a former
Houston Library director and consultant, and a representative from Management Services,
will meet to review applications for recommendations to court. The deputy director, Rhoda
Goldberg, began serving as interim director in January. An order has been approved by the
court to provide Ms. Goldberg with the director’s salary pending selection of a permanent
director.

Management Services will prepare a study of positions and salaries for County Library staff
in comparison with the City of Houston and other urban systems.

The director of the Law Library has also requested that a review be provided of the salaries
for his department. This analysis would be prepared in consultation with the County
Attorney’s Office as it is the designated liaison for the Law Library.

7. Youth & Family Services Recommendations will be prepared concerning requests of the
departments for positions and reclassifications that are part of Youth & Family Services:
Domestic Relations, MHMRA, Cooperative Extension, Juvenile Probation, Protective
Services for Children & Adults, and Children’s Assessment Center. Social Services has
been added to this list for budget consideration.

Regarding Cooperative Extension, the County Attorney will be asked to prepare an
agreement with the state to clarify responsibilities for benefits and liability issues for those
personnel who are paid by the county and the state. Of the department’s 21 positions, 11
are paid by the county and 10 are paid by both the state and the county. Requests for
position changes will be reviewed after completion of the agreement.
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For MHMRA, funding for continuation of general services and TRIAD, HCPC, and
NeuroPsychiatric Center programs are in the budget. Mental health services in the jail will
be by contract with the Sheriff’s Department.

In addition to new positions for Juvenile Probation, which are included in the attached
material, a progress report on the master plan for juvenile facilities has been submitted by
PGAL. A copy is attached for reference. Recommendations will be placed before the court
at the June CIP session.

Social Services will be merged into Community & Economic Development as part of the
new budget. Such a move should facilitate a closer connection in providing programs and
funding opportunities for assistance to homeless and low income persons and families.
Management Services will assist the departments in facilitating required changes.

8. Constables Six of the eight constables have requested a total of 102 new positions, with
Precincts 1, 4, and 5 asking for 81 of them. The Constable of Precinct 4 is also requesting
that the court authorize a collaborative program among county law enforcement for
coordinated response to computer crimes. Another concern of the constables is the need for
upgrades in mobile video and recording equipment for patrol vehicles. Recommendations
will be prepared regarding these items and related matters as possible agenda items, subject
to availability of funds.

9. Sheriff A proposal for the next step in adjusting pay and incentives for peace officers is
attached for the new budget. Other requests that are under review for recommendations,
subject to available funds, include investigative and support positions and replacement of
equipment. Included in the budget is funding for additional officers for District V.

For jail operations, positions have been provided for mental health screening staff. Other
items as part of the new budget include a contract with the Harris County Psychiatric
Center for beds and services for certain mentally ill inmates, an agreement with Harris
County MHMRA for psychiatric and related services for inmates in the jail, and other
contracts and projects for jail operations.

Plans are proceeding for the Central Processing Center. An agreement will be prepared for
participation by the City of Houston. The project is estimated to cost $245 million with
$32 million to be provided by the city along with processing and housing fees. The project
will provide the county with an expanded area for processing of inmates for medical and
mental health screening services. The city’s contribution for construction will provide a
processing area and beds for Class C defendants charged by the city.

Another project in the planning stage is a jail facility at Atascocita. The estimated cost is
$25 million.

Progress on both projects will be updated for review at the June CIP session.
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10. Fire Marshal Additional positions have been included for investigators, inspectors, a
hazardous material technician, and administrative support staff. All of the services of this
department have increased because of growth in the unincorporated areas of the county.

11. Office of Homeland Security & Emergency Management The Fire Marshal also is
coordinator of this department. Certain positions have been approved for OHSEM as
requested by the County Judge. UHY Advisors is preparing a study of emergency
management that should be complete within the next month. Suggestions could then be
prepared for other changes that may be helpful for coordination and response capabilities
for all entities that are involved in management of emergency situations.

Planning is underway for an expansion project for the emergency center at 6922 Old Katy
Road.

12. Medical Examiner A portion of positions requested by the Chief Medical Examiner have
been listed for approval. Management Services will review other positions that have been
requested along with new equipment and facility renovations.

The Medical Examiner is also requesting an additional facility. That subject will be
presented at the June CIP session for consideration.

13. County and District Clerks Recommendations have been prepared regarding certain
positions and various reclassifications for the County Clerk. She is also asking for
additional funds for her elections budget and added space for her Elections and Public
Affairs Divisions. Management Services will monitor the need for more election funds and
will review the alternatives that can be considered for added space.

The District Clerk’s request for continued funding is under review for the case imaging
project in which records and files are converted to a digital format where they can be made
available electronically. The work is being done at the 1301 Franklin facility.
Recommendations have been prepared for various reclassifications.

14. County and District Attorneys A recommendation has been included for the County
Attorney for new positions for the Child Protective Division because of a continuing
increase in cases. The court approved eight positions, including three attorneys, for that
division last year. Recommendations are also included for reclassifications. A request by
the department is under review for renovation of a portion of its space in Congress Plaza to
provide added offices and a storage/work area for use by the Child Protective Division and
Office of Legislative Relations.
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An additional attorney position is listed for court approval for the County Attorney's
General Counsel Division for matters related to health law and legal assistance for the
Medical Examiner’s Office.

A recommendation is included for the District Attorney’s Office for new positions for
various divisions and salary adjustments. Other salary reviews will be done during the
year. The court approved 55 positions that became effective for the department during the
last four months of FY 2006-07. Space has been assigned to the District Attorney for
storage, and assignment of additional space is under review. Following approval of the
budget, Management Services will provide a list of projects and equipment for the District
Attorney to consider for possible allocation of a portion of his discretionary funds for the
county’s criminal justice system.

15. Community Supervision & Corrections A review will be made of the request by the
director of CSCD for the county to provide for safety and security at certain probation
reporting centers, and that centers at 3330 OST in Houston and 1000 Lee Drive in Baytown
be expanded or relocated because of high caseloads.

Reviews will continue with the department and judges for additional or expanded probation
programs that could help lower the jail population.

16. Pretrial Services Recommendations have been prepared for new positions, including
pretrial service officers. The number of persons arrested has increased, but the percent of
those interviewed by the department has declined. More officers should help in the effort
to provide the information necessary for magistrates and judges to decide on the release of
low-risk defendants, and for review of the status of detained defendants. Analyses will be
done on requests for a new case management system and a new defendant risk assessment
form.

17. Justices of the Peace The Office of Court Management prepared a report on workload
distribution and collections for the Justices of the Peace. This report was made available
last September at Mid-Year Review. Recommendations have been prepared for staffing,
and other recommendations will be presented for staff changes and for prosecutors,
security, caseload management, equipment, and travel.

18. Probate Courts A proposal for equalization of staffing and funding among the four courts
will be prepared for consideration.

19. County and District Courts The county courts plan to study ways to improve the
processing of persons with mental health impairments and the need for attorneys to be
assigned by contract for mental health cases.

The district courts administrator is asking for funds to continue operation of the Adult Drug
Court program as grant funds expire in August 2007. Management Services will monitor
the need for added funds. A position of Specialized Caseload Manager for the program has
been recommended in the budget.
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The district courts have agreed to ask the court for approval of a contract with the Justice
Management Institute for a study to assess administrative needs and ways to achieve greater
efficiencies in the use of judicial resources. A letter from the administrative judge of the
district courts and a project proposal are attached for reference. The Family Courts
Division would be the first of the four trial divisions to be studied. The county courts have
agreed to a sharing of cases between the civil and criminal benches when necessary.

A proposal for adjustment of judicial salaries has been prepared and is attached for
consideration as part of the new budget.

The court at Mid-Year Review asked that further discussion of a new family courts facility
be scheduled for the new fiscal year. If authorized, the subject could be part of the bond
election that would be set for November 2007. A list of alternatives for such a building as
to location and approximate cost should be considered at the June CIP session.

20. Appellate Courts The proposed county budget would provide the two appellate courts
with the same level of funding and services as last year. Meanwhile, phased work
continues for demolition and abatement of the interior of the old Civil Courts Building at
301 Fannin. The next phase would be renovation of the building. The total cost is
projected at $65 million. Completion is expected to be at the end of 2009 at which time the
two appellate courts would be moved from the S. Texas College of Law building at 1307
San Jacinto to the renovated courts building at 301 Fannin. The Fannin building was the
central location for the appeals courts until they moved to the law school building in
December 1983.

21. Tax Assessor-Collector In addition to its study of emergency management, UHY
Advisors is in the process of completing its analysis of the cost of tax collections and a
proposed fee structure. Recommendations will be given to the court with a goal of
implementation for the 2007 tax year on July 1. Agreements with various entities will have
to be prepared by the County Attorney's Office.

22. Auditor and Purchasing Agent The Auditor is adding three positions to her budget. Both
officials have included reclassification and salary changes for certain positions.

The Purchasing Agent is requesting that the court consider a policy requiring departments
that are vacating offices and moving to other facilities to be responsible for removing all
furnishings and equipment from the vacated areas.

23. Treasurer The First Assistant's salary has been adjusted from the level that was paid
during the period she served as interim treasurer. Following review and approval by the
Treasurer, a subsequent adjustment will be proposed for the position.
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24. County Judge and Commissioners Final appropriations for these five departments have
been made for the budget. Staff salary changes and position reclassifications have been
listed for approval as part of the new budget.

25. Sports & Convention Corporation County expenditures related to the Reliant Park
operation and its facilities have generally been paid from the Hotel Occupancy Tax Fund.
A projection for FY 2007-08 shows that expenses in that fund may exceed revenues unless
the county shifts certain obligations to its operating fund. The difficulty lies with two line
items: insurance and utilities. Management Services will monitor these expenses during
the fiscal year and transfers for payments will be made as necessary.

26. Demographics A report by the EBusiness Results Team on the impact of population
growth on county services is attached for reference. The material will be updated as new
information becomes available. An emphasis in the report is on the unincorporated areas of
Harris County. The amount of population growth throughout the county will have an
impact on expenditures for all departments, but the exponential development in the
unincorporated portion will continue to place stress on those departments that are required
to provide specific urban services in those areas.

#
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